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Summary of the Proposed Amendments to Regulation
Pursuant to Chapter 879 of the 2008 Acts of the Assembly, Item 306 PP the proposed

regulations implement a site of service differential in physician reirelngst rates in a budget
neutral manner. The proposed regulations have been in effect since July 2008 underogmerge

regulations.

Result of Analysis

The benefits likely exceed the costs for all proposed changes.

Estimated Economic Impact
Pursuant to Chapter 879 of the 2008 Acts of the Assembly, Item 306 PP the proposed

regulations implement a site of service differential in physician reiraingst rates in a budget
neutral manner. The proposed regulations have been in effect since July 2008 underoymerge

regulations.

While the Virginia Medicaid physician reimbursement methodology and ratesblean
closely modeled after Medicare methodology, due to computer systemibnstat the time,
Virginia Medicaid could not implement the site of service differential ttzet adopted by
Medicare in 1999 and fully phased in by 2002. Instead, Virginia Medicaid had reimborsdd f
physician services as if they were all performed in a non-facileyghysician office) setting.
Non-facility rates are higher than facility setting (i.e. outpatient halypéates because the
physician cost of providing care in a non-facility setting is higher as tharo other entity such
as a hospital to pay for a significant portion of the physicians’ assocasésl Simply put, the

cost of providing care to the physicians in their office is higher than the cosiwadling care in
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a hospital setting. Over the years, the site of service difference has gjgpwiicantly and
caused Virginia Medicaid to pay significantly higher rates than Medicaghfician services

performed in a facility setting.

Currently, Virginia Medicaid has the technical capability to incorpolaesite of service
differential in physician reimbursement rates. Pursuant to the léggstaindate, the proposed
regulations implement differential reimbursement rates for servioegpd in a facility and in a
non-facility. Because all physician services prior to emergencyatgus were reimbursed at
non-facility rates and non-facility rates are higher, the estanaiduction in total physician
reimbursements, holding everything else constant, would have been about $6 milltah in to
funds. However, the proposed regulations provide a percentage increase phasedfiouover a
year period in all physician categories of service that offsets thef siezvice differential
reduction. In other words, one fourth of the difference between the facility and nigg-fates
and the corresponding percentage increase in other rates will be implemengedrtrasother

one fourth next year, and so on.

At the aggregate, the total amount paid by Virginia Medicaid to all of theqiuysiis
expected to stay the same. However, it is possible that physicians that proviasd tneis
services in a non-facility setting may experience a reduction in ttalreimbursement as the
percentage increase in other rates may not fully compensate the reductiorsitiieftservice
differential. Also, recognition of differential costs arising from siteervice in reimbursement

methodology is expected to improve allocative efficiency of Virginia Médlidallars.

Businesses and Entities Affected

The proposed regulations recalibrate the physician rates in a budget fashican.
Approximately 65,290 physicians and other practitioners are enrolled in thai¥ikgedicaid

program.

Localities Particularly Affected

The proposed regulations apply throughout the Commonwealth.

Projected Impact on Employment

No significant impact on net employment is expected.
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Effects on the Use and Value of Private Property

No significant impact on the net use and value of private property is edpecte

Small Businesses: Costs and Other Effects

On net, no costs or other effects are expected on small businesses.

Small Businesses: Alternative Method that Minimizes Adverse Impact

On net, no costs or other adverse effects are expected on small businesses.

Real Estate Development Costs

No effect on real estate development costs is expected.

Legal Mandate
The Department of Planning and Budget (DPB) has analyzed the economit o

proposed regulation in accordance with Section 2.2-4007.H of the Administrative Pratess A
and Executive Order Number 36 (06). Section 2.2-4007.H requires that such economic impact
analyses include, but need not be limited to, the projected number of businesses or bder enti
to whom the regulation would apply, the identity of any localities and types of besrass

other entities particularly affected, the projected number of persons and eraptgyositions to

be affected, the projected costs to affected businesses or entities toempbermomply with the
regulation, and the impact on the use and value of private property. Further, if the proposed
regulation has adverse effect on small businesses, Section 2.2-4007.H requisneshthat
economic impact analyses include (i) an identification and estimate of the moinsioeall
businesses subject to the regulation; (ii) the projected reporting, recorttkesma other
administrative costs required for small businesses to comply with thetreguiacluding the

type of professional skills necessary for preparing required reports and othereths; (iii) a
statement of the probable effect of the regulation on affected small busjreessés) a

description of any less intrusive or less costly alternative methods o¥iachibe purpose of the
regulation. The analysis presented above represents DPB’s besteesfithase economic
impacts.
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